THOMAS M. McELROY
PROFESSIONAL ASSOCIATION .
ATTORNEY AT LAW g:{&ﬁ (J*nr:;a R
301 NORTH BROADWAY
POST OFFICE BOX 1450, 4, By 218
TUPELO, MISSISSIPPI 38802- 1450j e

TEL (662) 842-3723 McElroy Tup@aol com 1R A DUCK'{T RQ{J%’IFAX (662) 842-3744

February 3, 2004

Tennessee Regulatory Authority 0 / / _ 0005 7

460 James Robertson Parkway
Nashville, TN 37243-0505

RE  Counce Natural Gas Company/ Rate Increase
To Whom It May Concern’
Please find enclosed the original and thirteen copies of the following:
1 Petition for Rate Change and Tarlff Increase
2 Testimony of Michael D Horton
3 Testimony of Stephen Swetz, CPA
4 My office check 1n the sum of $25 00 for filing

If you have any questlofls, please advise

Inl
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INRE: APPLICATION OF COUNCE NATURAL GAS CORPORATION '~ = (8
TO INCREASE ITS RATES TR A Do I‘T A

30

CAUSE NO @4@055 7

PETITION
The Petitioner, Counce Natural Gas Corporation, would respectfully show to the
Authonty as follows
1
The Petitioner 1s a Tennessee Corporation with it’'s principle office i1s located at
Suite 200, 700 Colonmial Road, Memphis, Tennessee 38117
2
Petitioner 1s a public utiity as designed in T C A 65-4-101 and subject to the
regulations of the Tennessee Regulatory Authonty Counce was granted it's onginal

Certificate of Convenience and Necessity from this Authority on \

and has since been operating a private utility in Hardin County, Tennessee That pursuant
to previous Orders of the Tennessee Regulatory Authority, the following rate for use of
natural gas was authorized $2 1304 per MCF
3
Petitioner submits periodic financial statements to the Tennessee Regulatory
Authority Exhibit 1 to Steve Swetz's testimony reflects a projected loss for the time period
ending May 31, 2005 Petitioner further submits that the system has operated at a loss

since October 1, 2001



4

. Petitioner would show that in orderto continue ‘to operate and service it's customers;,
and |to event}ually provide a rate of return on the owner's investment, the existing raté
should be increased as follows

(A) Natural gas service rates for residential and commercial customers should be
Increased to $6 6449 per MCF for all customer classes

5.

In addition Petitioner seeks to change its tariff in accordance with the proposed tanff
attached hereto as Exhibit 2 Attached as Exhibit 3 1s a copy of the tanff now in effect

WHEREFORE, Petitioner prays that the Tennessee Regulatory Authority approve
an increase In rates as aforesaid, That this matter be set for hearing at a very early date,
as Petitioner needs immediate emergency relief, For such other relief to which it may be
entitled

Respectfully submitted, this the 16" day of January, 2004.

COUNCE NATURAL GAS

Y MICHAEL D' HORTON




ACKNOWLEDGMENT
Mike Horton, being first duly sworn, deposed and says that he i1s the same Mike
Horton who signed the above and foregoing Petition, and further states that the facts and
allegations of the above Petition are true and accurate to the best of his knowledge and
belief
Dated this the 16" day of January, 2004
08, e

MIKE HORTON

Thomas M McElroy
Attorney for Petitioner
P O Box 1450
Tupelo, MS 38801
662-842-3723

MS Bar No 2543




COUNCE NATURAL GAS COMPANY

GENERAL RULES AND REGULATIONS

1 EXPENDITURES FOR PLANT ADDITIONS

Prior to beginning the construction of any property or additions to plant, where the cost
of same exceeds $10,000, plans shall be submitted to the Tennessee Regulatory Authority for their
approval

2 REPORTS
Quarterly financial statements will be filed with the Tennessee Regulatory Authority

3 RECORDS

All records required by the Tennessee Regulatory Authority wil be kept at the company
office located at Highway 72, Burnsville, Mississipp1 Unless otherwise specified by the Authority,
all records required by the Authority shall be preserved for the period of time specified 1n the
current edition of the National Association of Regulatory Utility Commissioners’ publication
"Regulations to Govern the preservation of Records of Electric, Gas and Water Utilities."

4 PIPELINE SAFETY RULE

The Operating and Maintenance Procedure Manual that has been filed with theTennessee
Regulatory Authority will be kept current with applicable laws and used as a guide 1n comply
with this rule.

5. STANDARD HEATING VALUE OF GAS

The gas supplied to customers shall have a minimum heating value equal to the heating

value of the gas furnished by the company’s supplier or suppliers. ( This normally varies between
1000 and 1040 BTU per cubic foot.)

6 CUSTOMER SERVICE REQUESTS

Each customer desiring service of the types supplied by the company shall request the
service either by writing, calling, or coming in person to the company office on Highway 72,
Burnsville, Mississippi. This required so that the proper forms and records can be processed.

EXHIBIT 2



7. DEPOSITS

Prior to providing gas service to a customer the following amounts of cash deposits,
intended to guarantee payment of current bills for gas service, will be made with the
company: rental houses, apartments, or mobile homes- $150.00, houses owned by the customer-
$50.00, small commercial - $150.00, large commercial will be based upon monthly usage The
above deposits may be increased to an amount estimated to be equal to the two highest regular
billing periods, where the management of the company has experienced collection problems or
has valid reasons to expect collection problems with a customer.

8. EXTENSION POLICY

a. Service Lines - a service line wll be 1nstalled at a cost of $1.35 per foot plus

$40.00 for riser and tap.

b Main Extensions - Gas mains will not be installed or extended without a charge
A feasibility study that reflects the gas customers gas consumption will
determine the cost as well as economically support the extension. Gas mains
may be extended for reasons other than the above at the direction of the
President of the Company.

9. COMPANY OWNED EQUIPMENT ON CUSTOMERS’S PREMISES

The company will normally furnish, own and maintain the following equipment on
customer’s premuses; a service line, a gas shut off c\valve or valves, a gas pressure regulator or
regulators with proper rehef devices and a gas meter If service line 1s found to be leaking or
damaged, the service line will be repaired or replaced at customer’s expense.

10. MEASUREMENT OF GAS

The gas furnished to Residential and small Commercial customer will be measured at
standard service pressure (atmospheric pressure = 4 ounces) and under the condition existing in
the meter, however, a meter which corrects the temperature of the gas to a base F may be used
at the company’s option.

The gas furnished to Large Commercial and Industrial customers will be measured 1n
accordance with the applicable rate schedule or as specified 1n the gas contract between the
customer and the company

11 METER READING AND BILLING

Meters will be read monthly on a scheduled cycle basis with a bill for the gas consumed
during the billing period mailed to the customer by the fourth day following the date that the
meter was read The bill rendered to the customer will be based on the type of service furnished
in accordance with approval rate schedules or existing contracts with the company



12. DISCONTINUANCE OR SUSPENSION OF SERVICE FOR NONPAYMENT OF
GASBILLS

Residential and Commercial customers bills will become due on the 1* day of each month
and will become delinquent on the 11 day of each month unless the 10" day of each month falls
on a weekend or holiday and if so the following day will be penalty free When a bill becomes
delinquent a 10% charge will be added and the customer notified with a late notice that their gas
will be discontinued if therr bill 1s not paid by the 26" day of the month

13 SERVICES PROVIDED TO CUSTOMERS’ APPLIANCES

The company will provide the following service free of charge to 1t’s Residential and small
commercial customers, if performed during normal working office hours: check for gas leaks on
customers’ ptping and appliances The company will charge for the above services if 1t 1s made
other than during normal office hours or required to be repeated frequently for the same
customer.

14.  WASTAGE OF GAS

If gas wastage occurs, the customer 1s responsible for the lost gas.

15. SITUATIONS NOT COVERED BY THESE GENERAL RUILES AND
REGULATIONS

When prompt action 1s required for a situation not covered by these General rules and
Regulation, the President of the Company or his designated representative 1s authorized to
determine what procedure should be followed After making a ruling of this type, 1t 1s to be
brought to the attention of the President for his decision as to whether 1t should be added to the
General Rules and Regulations



COUNCE NATURAL GAS COMPANY
GENERAL RULES AND REGULATIONS
1 EXPENDITURES FOR PLANT ADDITIONS

Prior to beginning the construction of any property or additions to plant, where the cost
of same exceeds $10,000, plans shall be submutted to the Tennessee Regulatory Authority for their
approval.

2 REPORTS
Quarterly financial statements will be filed with the Tennessee Regulatory Authority

3. RECORDS

All records required by the Tennessee Regulatory Authority wil be kept at the company
office located at Highway 72, Burnsville, Mississippt Unless otherwise specified by the Authority,
all records required by the Authority shall be preserved for the period of time specified in the
current edition of the National Association of Regulatory Utility Commussioners’ publication
"Regulations to Govern the preservation of Records of Electric, Gas and Water Utilities."

4. PIPELINE SAFETY RULE

The Operating and Maintenance Procedure Manual that has been filed with the Tennessee
Regulatory Authority will be kept current with applicable laws and used as a gwide 1n comply
with this rule.

5. STANDARD HEATING VALUE OF GAS

The gas supplied to customers shall have a minimum heating value equal to the heating

value of the gas furnished by the company’s supplier or suppliers. ( This normally varies between
1000 and 1040 BT'U per cubic foot.)

6. CUSTOMER SERVICE REQUESTS

Each customer desiring service of the types supplied by the company shall request the
service either by writing, calling, or coming 1n person to the company office on Highway 72,
Burnsville, Missssipp1. This required so that the proper forms and records can be processed

EXHIBIT 3



7. DEPOSITS

Prior to providing gas service to a customer the following amounts of cash deposits,
intended to guarantee payment of current bills for gas service, will be made with the company;
rental houses, apartments, or mobile homes - $10 00 houses owned by the customer - $10.00, and
small commercial - $15.00. The above deposits may be increased to an amount estimated to be
equal to the two highest regular billing periods, where the management of the company has

experienced collection problems or has valid reasons to expect collection problems with a |

customer.

8 EXTENSION POLICY

a. Service Lines - A service line will be installed free of charge a distance of not more than
200 feet from an existing main to a permanent dwelling The location of the service line riser will
be determined by the company. For service lines more than 200 feet 1n length from an existing
main, the company will determine if the customer’s gas consumption will economucally support
the additional required footage or 1f a charge should be made for the additional labor and matertal.

b Main Extensions - Gas mains will be installed or extended without charge a distance of
not more than 100 feet per customer or after a feasibility study has been made which reflects that
the gas customers’ gas consumption would economically support the extenmsion. Gas mains may
be extended for reasons other than the above at the direction of the President of the Company

9 COMPANY OWNED EQUIPMENT ON CUSTOMER’S PREMISES

The company will normally furnish, own, and maintain the following equipment on
customer’s premuises, a service line, a gas shut off valve or valves, a gas pressure regulator or
regulators with proper relief devices and a gas meter

10. MEASUREMENT OF GAS

The gas furmished to Residential and small Commercial customer will be measured at
standard service pressure (atmospheric pressure = 4 ounces) and under the condition existing in
the meter, however, a meter which corrects the temperature of the gas to a base F may be used
at the company’s option.

The gas furnished to Large Commercial and Industrial customers will be measured 1n
accordance with the applicable rate schedule or as specified 1n the gas contract between the
customer and the company

11 METER READING AND BILLING

Meters will be read monthly on a scheduled cycle basis with a bill for the gas consumed
during the billing period mailed to the customer by the fourth day following the date that the
matter was read. The bill rendered to the customer will be based on the type of service furmished
1n accordance with approved rate schedules or existing contracts with the company,




12.  DISCONTINUANCE OR SUSPENSION OF SERVICE FOR NONPAYMENT OF
GAS BILLS

Residential and small commercial customers bills become due on the 5* day of each month
and become delinquent on the 16™ day of each month. When the bill becomes delinquent a 10 %
charge shall be added and the customer notified that their gas service will be discontinued if the
bill 1s not paid by the 25™ of the month.

13 SERVICES PROVIDED TO CUSTOMERS’ APPLIANCES

The company will provide the following service free of charge to 1t’s Residential and small
commercial customers, if performed during normal working office hours check for gas leaks on
customers’ piping and appliances The company will charge for the above services if 1t 1s made
other than during normal office hours or required to be repeated frequently for the same
customer

14  WASTAGE OF GAS

If gas wastage occurs, without the knowledge of the customer, the company will adjust the
customers bill by half the difference between the cost of gas to the company and the effective rate
at the time of wastage

15 SITUATIONS NOT COVERED BY THESE GENERAL RULES AND
REGULATIONS

When prompt action 1s required for a situation not covered by these General rules and
Regulation, the President of the Company or his designated representative 1s authorized to
determine what procedure should be followed After making a ruling of this type, 1t 1s to be
brought to the attention of the President for his decision as to whether it should be added to the
General Rules and Regulations.
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Q Please state your name for the record, plgase

A Michael D Horton

Q. By whom are you employed and what 1s your position?

A Counce Natural Gas Corporation | am the Majority Stockholder and

President of Counce Natural Gas Corporation

Q How long have you been the Majornity Stockholder of Counce Natural Gas?

A | purchased the stock in Counce Natural Gas Corporation on October 1,

2000

Q Would you brefly describe your duties as President and Manger of

Counce Natural Gas Corporation?

A 1 direct the day to day operations of Counce Natural Gas Corporation,

overseeing all administrative functions of the Corporation and make all

decisions concerning the finances of the Corporation.

Q What 1s the purpose of your testimony?

A. The purpose of my testimony I1s to present facts in support of a rate

Increase for Counce Natural Gas Corporation

Q When was the company’s last rate increase?

A

Q. Why is the Partnership filing this Petition for a rate increase?

A Forthe year ended September 30, 2003, the Corporation sustained a net
operating loss of Forty-four Thousand Five Hundred Forty-six Dollars ($44,546 00)

Using the current rate allowed by taniff, Counce Natural Gas Corporation will sustain



a net loss of Sixty-one Thousand Three Hundred and Forty-seven Dollars
($61’347,00) as of May 31, 2005, based upon the report of Watkins, Ward and
Stafford, PLLC, Statement of Forecasted and Projected Income A copy of this
report I1s presented with my testimony

Q Would you please summarize the company’s Petition?

A The Petition seeks a base rate increase from $2 1304 per MCF to
$6 6449 per MCF for all customer classes. |

Q Can you identify specific reasons why the company will be sustaining a
projected operating loss for the year?

A Yes The base rate of $2 1304 per MCF 1s insufficient to allow the
Corporation to cover its operating cost and to make a reasonable profit

Q Are you aware of any complaints regardan the company’s service?

A No

Q Is Counce Natural Gas Corporation seeking to amend it's Tarff as
reflected in Exhibit 2 to the Petition?

A Yes The amendment to the tanff 1s sought to increase customers
deposits, cost to customers for installing gas service lines and the date for
disconnecting a customer for a non payment of a monthly bill.

Q Are there other issues which need to be discussed at this time?

A No
Q Does this conclude your testimony?

A

Yes




AFFIDAVIT
STATE OF MISSISSIPPI

COUNTY OF LEE

Mike Horton, being first duly sworn, deposed and says that he is the same
Mike Horton whose prepared testimony accompanies this affidavit.

Mike Horton, further states that, to the best of his knowledge and belief, his
answers to the questions contained in such prepared testimony are true and

accurate to the best of his knowledge and belief

Dated this the 16" day of January, 2004
) %7
Z
Y AT—
MIKE HORTON

Sworn to and subscribed before me this the 16" day of January, 2004

NOTARY PUBYIC //
i,
My Commission Expires ___ 84 YORES ,%"/,,‘,
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Please state your name for the record, please
Stephen J Swetz

By whom are you employed and what 1s your position?

> O r DO

Watkins, Ward & Stafford, PLLC, Certified Public Accountant

Q How long have you been acquainted with the finances of Counce Natural
Gas Corpora’uoné

A Approximately four (4) years

Q What s your educational background and what degree do you hold?

A | hold a bachelor of science degree and a masters degree in accounting

from Mississippi State University

Q Would you briefly describe your role as independent C P A for Counce
Natural Gas?

A 1 am an outside consultant for Counce Natural Gas Corporation

Q What 1s the purpose of your testimony?

A The purpose of my testimony i1s to present financial data of the
corporation through September 30, 2003, and projected financial figures of the
Corporation through May 1, 2005

Q Why i1s Counce Natural Gas Corporation filing this Petition for a rate
Increase”?

A  The Corporation has been losing money since October 1, 2000

Q Can you identify .any specific reasons why the Corporation has been

unable to make a profit?



A The gas rate of $2 1304 per Mcfis insufficient for the Corporation to make
a profit from i1ts operations

Q Are you familiar with the projections filed with the Corporation’s Petition as
“Cumulative Exhibit 1"?

A Yes

Q In your professional opinion, do you agree that this rate increase Is
necessary In order for the Corporation to continue service to its customers without
Interruption?

A Yes

Q Are the projections and this rate request based upon a return on the rate
base?

A Yes My projections took into consideration the, mix of customers, 1 e
residential, commercial and industnal, size of Counce Natural Gas Corporation,
growth prospects and the interest rate on the debt of the Corporation and arrived at
a cost of capital of approximately six percent (6%)

Q Does this conclude your testimony?

A Yes



AFFIDAVIT
STATE OF TENNESSEE

COUNTY OF

StephenJ Swetz, C P A, being first duly sworn, deposed and says that he Is
the same Stephen J Swetz, C P A whose prepared testimony accompanies this
affidavit

StephenJ Swetz, C P. A, further states that, to the best of his knowledge and
belief, his answers to the questions contained in such prepared testimony are true
and accurate to the best of his knowledge and belief

Dated this the 19™ day of January, 2004

Aaghon ) Qs CoA-

STEPHEN J SWETZ,CPA

Sworn to and subscribed before me this the 19" day of January;z 2004

a%»dé%w{
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MISSISSIPP] STATEWIDE NOTARY PUBLIC
My Commission Expires My COMMISSION EXPIRES MARCH 31, 2006




COUNCE NATURAL GAS COMPANY

WATKINS, WARD ano STAFFORD, PLLC
CERTIFIED PUBLIC ACCOUNTANTS



James L Stafford, CPA Mort Stroud, CPA
WATKINS’ WARD AND STAFFORD Harry W Stevens, CPA Gary C Hamilton, CPA

Professional Limited Liabihty Company Boyd M Edwards, CPA R Steve Stnclair, CPA
Certified Public Accountants Paul A Ray, CPA Michael L Pierce, CPA
S Keith Winfield, CPA Marsha L. McDonald, CPA
318 W Main St PO Box 583 Philadelphia. MS 39350 wiam B Staggers, CPA Wanda S Holley, CPA
Phone (601) 656-4252 Fax (601) 656-4236 Aubrey R Holder, CPA  Robin Y McCormick, CPA/PFS

David M Howell, CPA J Randy Scrivner, CPA
Michael W McCully, CPA Kimberly S Caskey, CPA

Management
Counce Natural Gas Company
Counce, Tennessee

We have compiled the accompanying forecasted and projected. statement of income of
Counce Natural Gas Company, subsidiary of a corporation, as of May 31, 2005, and for the
year then ending, and the accompanying supplementary information contained In
Schedules A through H, which are presented only for supplementary analysis purposes, In
accordance with attestation standards established by the American Institute of Certified
Public Accountants The accompanying projection was prepared for obtaining a higher gas
rate to charge to the company’s customers and should not be considered a presentation of
expected future results. )

A compilation 1s imited to presenting in the form of prospective financial statements and
supplementary schedules information that 1s the representation of management and does
not include evaluation of the support for the assumptions underlying the forecast or
projection. We have not examined the forecast or projection and supplementary schedules
and, accordingly, do not express an opinion or any other form of assurance on them or the
assumptions. Furthermore, because events and circumstances frequently do not occur as
expected, there will usually be differences between the forecasted and actual results, and
even If the Company is able to obtain the requested gas rate increase, there will usually be
differences between the projected and actual results, and those differences may be
maternial. We have no responsibility to update this report for events and circumstances
occurring after the date of this report

We have also compiled the accompanying balance sheet of Counce Natural Gas Company,
subsidiary of a corporation, as of September 30, 2003, and the related statement of income
for the year then ended, in accordance with Statements on Standards for Accounting and
Review Services 1ssued by the American Institute of Certified Public Accountants.

A compilation of historical financial statements is lmited to presenting in the form of
historical financial statements information that 1s the representation of management We
have not audited or reviewed the accompanying historical financial statements and,
accordingly, do not express an opinion or any other form of assurance on them



Management has elected to omit substantially all of the disclosures and the statement of
cash flows required by generally accepted accounting principles for the historical financial
statements. If the omitted disclosures and statement of cash flows were included in the
financial statements, they might influence the user’s conclusions about the Company's
financial position, results of operations, and cash flows Accordingly, the accompanying
historical statements are not designed for those who are not informed about such matters.

West Point, Mississippl
November 10, 2003

P Pl amel S Pt

WATKINS, WARD ano STAFFORD, PLLC
CERTIFIED PUBLIC ACCOUNTANTS



COUNCE NATURAL GAS COMPANY
Subsidiary of a Corporation
Balance Sheet
September 30, 2003

ASSETS
CURRENT ASSETS .
Cash $ 69,055
Accounts Receivable 8,737
Meter Deposits 2,437
Intercompany Receivables 300,144
TOTAL CURRENT ASSETS 380,373
PROPERTY AND EQUIPMENT
Machinery & Equipment (at cost) 79,634
Less Accumulated Depreciation (39,378)
40,256
TOTAL ASSETS $ 420,629
LIABILITIES AND STOCKHOLDERS' EQUITY
CURRENT LIABILITIES
Accounts Payable $ 19,233
Payroll Tax Liabilities 674
Sales Tax Payable 227
Meter Deposits 3,781
Current Portion of Notes Payable-Tumiinson & O'Leary 6,288
Due to Burnesville 171,962
TOTAL CURRENT LIABILITIES 202,165
LONG-TERM LIABILITIES
Note Payable - Tumlinson & O'Leary
Less Current Portion 210,096
Note Payable - Tumlinson & O'Leary
Less Current Portion 51,713
261,809
TOTAL LONG-TERM LIABILITIES 463,974
STOCKHOLDERS' EQUITY
Capital stock 1,000
Paid-in capital 68,000
Retained Earnings (112,345)
TOTAL STOCKHOLDERS' EQUITY (43,345)

TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY $ 420,629

See accountants' report

WATKINS, WARD ano STAFFORD, PLLC
CERTIFIED PUBLIC ACCOUNTANTS



COUNCE NATURAL GAS COMPANY
Subsidiary of a Corporation
Statement of Income
Year Ended September 30, 2003

Gross Revenues.
Residential
Commercial
Industnial
Other

Total Revenues

Purchased Gas
Gross Margin

Operating Expenses
Distnbution Expenses - Operation
Repairs - equipment
Supplies
Total Distnbution Expenses - Operation

Administrative and General Expense
Accounting and legal fees
Auto and truck expense
Donations
Dues and subscniptions
Insurance
License
Miscellaneous
Utiities
Office supplies
Postage
Rent
Telephone
Salanes - officers (see Schedule G)
Salanes - general (see Schedule G)
Total Administrative and General Expenses

Depreciation and Amortization Expense
Taxes Other Than Income Taxes

Taxes - other

Taxes - payroll

Total Taxes Other Than Income Taxes

Income Taxes

Total Operating Expenses

Net Operating Income (Loss)

Interest Expense

Net Income (Loss)

See accountants' report

WATKINS, WARD ano STAFFORD, PLLC
CERTIFIED PUBLIC ACCOUNTANTS

31,574

50,950
81,300
48,872
8,213
$ 189,335
138,127
51,208
4
1,052
1,056
9,644
3,761
150
714
6,038
534
120
1,494
480
634
2,535
1,753
20,348
79,779
6,697
2,447
4,387
6,834
0
94,366
(43,158)
1,388
$ 44,546



COUNCE NATURAL GAS COMPANY
Subsidiary of a Corporation

STATEMENTS OF FORECASTED AND PROJECTED INCOME

Gross Revenues
Residential
Commencal
Industnal
Other

Total Revenues

Purchased Gas
Gross Margin

Operating Expenses
Distnbution Expenses - Operation
Reparrs - equipment
Supplies
Total Distnbution Expenses - Operation

Administrative and General Expense
Accounting and legal fees
Auto and truck expense
Donations
Dues and subscnptions
Insurance
License
Miscellaneous
Utilities
Office supplies
Postage
Rent
Telephone
Salanes - officers
Salanes - general

Total Administrative and General Expenses

Depreciation Expense
Amortization Expense

Taxes Other Than Income Taxes
Taxes - other
Taxes - payroll
Total Taxes Other Than Income Taxes
Total Operating Expenses

Net Operating Income (Deficit)

Income Taxes
Interest Expense

Net Income

See summary of significant assumptions and accountants' report

WATKINS, WARD ano STAFFORD, PLLC
CERTIFIED PUBLIC ACCOUNTANTS

FORECASTED PROJECTED
Current Rate Proposed Rate
Year Ending Year Ending

5/31/05 5/31/05
54,274 72,740
59,849 80,212
87,199 116,869

201,322 269,821
154,088 154,088
47,234 115,733
4 4

1,078 1,078
1,082 1,082
6,810 6,810
3,855 3,855
154 154
732 732
6,189 6,189
547 547
123 123
1,531 1,531
492 492
650 650
2,598 2,598
1,797 1,797
20,958 20,958
32,521 32,521
78,957 78,957
6,697 6,697
2,000 2,000
2,508 2,508
4,519 4,519
7,027 7,027
95,763 95,763
(48,529) 19,970
- 2,427
12,818 12,818
(61,347) 4,725




COUNCE NATURAL GAS COMPANY
SUMMARY OF SIGNIFICANT FORECAST AND PROJECTION ASSUMPTIONS

NOTE A — NATURE OF PRESENTATION

The Corporation 1s a subsidiary of Tumlinson Engineering, Inc. The purpose of the Company 1s
to distribute natural gas to customers located in Hardin County, Tennessee.

The financial forecast presents, to the best of management’s knowledge and belief, the expected
net income(loss) of the Company for the forecast period. Accordingly, the forecast reflects its
judgment as of November 10, 2003, the date of this forecast, of the expected conditions and 1ts
expected course of action. The assumptions disclosed herein are those that management believes
are significant to the forecast. There will usually be differences between the forecasted and
actual results, because events and circumstances frequently do not occur as expected, and those
differences may be matenal.

This financial projection 1s based on a requested increase to the gas rate charged to the
Company’s customers and present, to the best of management’s knowledge and belief, the
Company’s expected results of operations for the projection period 1f such gas rate increase 1s
attained Accordingly, this projection reflects its judgment as of November 10, 2003, the date of
this projection, of the expected conditions and its expected course of action 1f such gas rate
increase 1s attained. This presentation 1s for the purpose of obtaining the requested gas rate
increase for a corporation that distributes natural gas to its customers and should not be
considered to be a presentation of expected results. Accordingly, this projection may not be
useful for other purposes. The assumptions disclosed herein are those that management believes
are significant to the projections. Furthermore, even 1f the gas rate increase 1s attained, there will
usually be differences between projected and actual results because events and circumstances
frequently do not occur as expected, and those differences may be matenal.

The natural gas would be distributed to all classes of customers, residential, commercial, and
industrial, at the same rate based on MCF usage.

NOTE B - REVENUE

Management has projected a base rate increase from $2.1304 per MCF to $6 6449 per MCF for
all customer classes Management assumed that the MCF usage per customer, the number of
active customers, and the class of customer will not change 1n the forecast/projection year from
the historical test period ended September 30, 2003

WATKINS, WARD anpo STAFFORD, PLLC
CERTIFIED PUBLIC ACCOUNTANTS



COUNCE NATURAL GAS COMPANY
SUMMARY OF SIGNIFICANT FORECAST AND PROJECTION ASSUMPTIONS
(CONTINUED)

NOOTE B — REVENUE (CONTINUED)

Management forecasted the revenue by customer type using the current base rate of $2 1304 for
the forecasted attrition year as follows

Residential 5,977 MCF x ($2 1304+ 6 95)=  $ 54,274
Commercial 6,591 MCF x ($2 1304 + 6 95) = $ 59,849
Industrial 9,603 MCF x ($2.1304 + 6.95)=  $ 87,199

Management projected the revenue by customer type using the proposed base rate of $5.22 for
the projected attrition year as follows:

Residential 5,977 MCF x ($522 + 6.95) = $ 72,740
Commercial 6,591 MCF x ($522 + 6.95) = $ 80,212
Industrial 9,603 MCF x ($5.22 + 6.95) = $116,869

Furthermore, management has not forecasted any revenue from tap fees since this type of
revenue accounts for less than 1% of total revenue

NOTE C - PURCHASED GAS

Management made the assumption that the current PGA adjustment of $6 95/MCF will remain in
effect 1n the forecast/projection year. Management assumed that the MCF usage per customer,
the number of active customers, and the class of customer will not change in the
forecast/projection year from the historical test period ended September 30, 2003. Therefore, the
purchased gas cost would be $154,088 which is the product of 22,171 MCF usage and
$6.95/MCF rate. 22,171 1s the MCF units used 1n the historical test year ended September 30,
2003

NOTE D - OPERATING EXPENSES

The following summanzes the key assumptions made by management in the forecasted and
projected income statement for the attrition year ending May 31, 2005-

1 Supplies - increasing by 2 5%, which 1s based on the average CPI rate of change over
the last four years ended December 31, 2002.
2 Accounting and legal fees — increasing by 2.5%, which 1s based on the average CPI

rate of change over the last four years ended December 31, 2002 after deducting
$3,000 in legal fees from the test year ended September 30, 2003, that were not
recurring expenses

WATKINS, WARD ano STAFFORD, PLLC
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COUNCE NATURAL GAS COMPANY

SUMMARY OF SIGNIFICANT FORECAST AND PROJECTION ASSUMPTIONS

(CONTINUED)

NOTE D - OPERATING EXPENSES (CONTINUED)

3

4

10.

11

12

13

14

15.

16

17

18.

19
20

21

Auto and truck expenses — ncreasing by 2 5%, which 1s based on the average CPI
rate of change over the last four years ended December 31, 2002

Donations — increasing by 2 5%, which 1s based on the average CPI rate of change
over the last four years ended December 31, 2002

Dues and subscriptions — increasing by 2 5%, which 1s based on the average CPI rate
of change over the over the last four years ended December 31, 2002.

Insurance — increasing by 2 5%, which 1s based on the average CPI rate of change
over the last four years ended December 31, 2002

License — increasing by 2 5%, which 1s based on the average CPI rate of change over
the last four years ended December 31, 2002

Miscellaneous — increasing by 2 5%, which is based on the average CPI rate of
change over the last four years ended December 31, 2002.

Utilities - increasing by 2 5%, which 1s based on the average CPI rate of change over
the last four years ended December 31, 2002

Office supplies — increasing by 2 5%, which is based on the average CPI rate of
change over the last four years ended December 31, 2002

Postage — increasing by 2 5%, which 1s based on the average CPI rate of change over
the last four years ended December 31, 2002 .

Rent — increasing by 2 5%, which 1s based on the average CPI rate of change over the
last four years ended December 31, 2002

Telephone — increasing by 2 5%, which 1s based on the average CPI rate of change
over the last four years ended December 31, 2002

Salaries-officers — increasing by 3 0%, which 1s based on management’s assumption
Salaries-other — increasing by 3 0%, which 1s the rate of increase that management
has agreed to pay 1ts employees 1n the future

Depreciation — represents depreciation of fixed assets presented in Supplemental
Schedule F

Amortization — straight-line amortization of $6,000 over 3 years of the legal and
accounting fees associated with this rate increase proposal

Taxes-other — increasing by 2 5%, which 1s based on the average CPI rate of change
over the last four years ended December 31, 2002

Taxes-payroll — 8 45%, which 1s the sum of the FICA and FUTA rates, of salaries
Interest expense — 21 69% of the interest calculated on the amortization schedule
included with thus rate case filing Management allocated 21 69% of the principal of
the loan used to purchase Tumlinson Engineering, Inc to Counce Natural Gas
Company The allocation calculation 1s presented in Supplemental Schedule E
Income taxes — the calculation 1s presented in Supplemental Schedule D
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COUNCE NATURAL GAS COMPANY
Subsidiary of a Corporation
Request for Natural Gas Rate Increase
Cost of Capital Schedule
Supplemental Schedule A

Percentage
COST RATE BASE Capital of Capital

Weighted
Cost Cost
Rate Rate

Purchase Pnce of Tumlinson Engineenng, Inc through Debt
(Parent of Counce Natural Gas Company) $1,250,000

% Allocated to Counce Natural Gas 21 69%

Purchase Price Allocated to Counce $ 271,125 95 59%
Onginal Cost of Additional Assets since the Purchase  $ 10,634

of the Corporation

Accumulated Depreciation @ 9/30/03 $ (4.111)

Legal & Accounting Fees of Rate Case $ 6,000

Net Plant in Service $ 12,523 4 41%

Total investment $ 283,648 100 00%

TOTAL INVESTMENT $ 283,648
RATE OF RETURN 6.18%

RETURN $ 17,529

6 00% 574%

10 00% 044%

6 18%

1 Management assumed that the legal and accounting fees associated with this rate case will be $6,000

2 Management assumed a 6% cost rate associated with the purchase of Tumlinson Engineenng, Inc since

that 1s the interest rate associated with the debt used in the purchase

3 Management assumed a 10% cost rate for the net carrying value for all of the assets placed in service
since the purchase The 10% cost rate was determined by assuming an additional 4% nsk factor
due to the fact that the company has two industrial customers that account for 43% of the
total MCF usage for the test year ended September 30, 2003 If the Company was to lose either

one of those customers, the Company would be severly impacted financially

See accountants’ report
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COUNCE NATURAL GAS COMPANY
Subsidiary of a Corporation
Request for Natural Gas Rate Increase
Revenue Deficiency Schedule
Supplmental Schedule C

Line Amount
1 Investment (Rate Base) $ 283,648
2 Net Operating Income (After Tax, Before Interest) $  (48,529)

3 Earned Rate of Return

-1711% (lne 2/ iine 1)

4 Far Rate of Return 6 18%
5 Required Net Operating Income $ 17,529
6 Net Operating Income Deficiency $ 66,058 (line 5 - line 2)
7 Revenue Conversion Factor (1/1-tax rate) 16152
8 Revenue Deficiency for the Year W(hne 6 x line 7)
9 Factor to Adjust Net Operating Income Not Taxed (31,594)
10 Adjusted Revenue Deficiency for the Year _$—68,4_97—(l|ne 8 -lne 9)
Calculated Requested Base Rate as a result of the Revenue Deficiency
Revenue Deficiency $ 68,497 = 30896
MCF usage (test year) 22,171
Current Base Rate 21304
Proposed Base Rate T 52200

See accountants' report
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Line
1

2

3

COUNCE NATURAL GAS COMPANY
Subsidiary of a Corporation
Request for Natural Gas Rate Increase
Calculation of Income Taxes
Supplemental Schedule D

Fair Return (Net Operating Income)
Interest Expense

Net Income

Required Taxable Income (line 3/(1- 34))
Tax Rate

Income Tax

See accountants' report
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Amount

$ 17,529

$ 12,818

$ 4711

$ 7138

34%

$ 2,427



COUNCE NATURAL GAS COMPANY
Subsidiary of a Corporation
Request for Natural Gas Rate Increase
Allocation of Purchase Price to Calculate Cost Rate Base
Supplemental Schedule E

FIXED ASSETS Onginal
Cost % of Total
Tumlinson Engineenng $ 285,071 21 78 16%
Counce Natural Gas 79,634 40 21 84% 21 84%
$ 364,705 61 100 00%

REVENUES (Test Year Ended September 30, 2003)

Revenues % of Total
Tumlinson Engineenng $ 690,189 75 78 47%
Counce Natural Gas 189,334 76 2153% 21 53%
$ 879,524 51 100 00%
Average % to Allocate to Calculate the Cost Rate Base 21 69%

This schedule above provides support for allocating 21 69% of the $1,250,000 purchase pnce
to the Counce Natural Gas Company to arrive at the Rate Base
reported on the Cost of Capital Supplementary Schedule A

The contract and note agreements of the purchase of Tumlinson Engineening are
included with this Proposed Rate Increase Application

COUNCE NATURAL GAS COMPANY

DETAIL OF FIXED ASSETS

Counce
Original  Allocation Original

Description Cost % Cost
1 Ton Truck $ 3,500 60 100% 3,500 00
ATV (40% Cost) 4,090 00 40% 1,636 00
Ford 4000 Tractor (40% Cost) 4,000 00 40% 1,600 00
Canon Copier (40% Cost) 661 00 40% 264 40
Compressor (40% Cost) 4,500 00 40% 1,800 00
Mower & Bush Hog (40% Cost) 1,031 00 40% 412 40
Meters (40% Cost) 3,554 00 40% 1,421 60
Meters 150@$100 each 15,000 00 100% 15,000 00
Pipelines 54,000 00 100% 54,000 00
$ 90,336 00 79,634 40

The percentage of the cost of the fixed assets allocated to Counce Gas Company 1s based
on the time that the specific asset 1s used in the operations of Counce Gas
Company according to Management

See accountants' report
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COUNCE NATURAL GAS COMPANY
Subsidiary of a Corporation
Reconciliation of General Ledger Totals to the Balance Sheet
September 30, 2003
Supplemental Schedule H

ASSETS

CURRENT ASSETS
Cash
Accounts Recelvable
Meter Deposits
Intercompany Receivables
TOTAL CURRENT ASSETS

PROPERTY AND EQUIPMENT
Machinery & Equipment (at cost)
Less Accumulated Depreciation
TOTAL PROPERTY AND EQUIPMENT

TOTAL ASSETS

LIABILITIES AND STOCKHOLDERS' EQUITY

CURRENT LIABILITIES
Accounts Payable
Payroll Tax Liabilities
Sales Tax Payable
Meter Deposits
Current Portion of Notes Payable-Tumiinson & O'Leary
Due to Burnesville
TOTAL CURRENT LIABILITIES

LONG-TERM LIABILITIES
Note Payable - Tumlinson & O'Leary
Less Current Portion
Note Payable - Tumlinson & O'Leary
Less Current Portion

TOTAL LONG-TERM LIABILITIES

STOCKHOLDERS' EQUITY
Capital stock
Paid-in capital
Retained Earmnings
TOTAL STOCKHOLDERS' EQUITY

TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY

$

$

$

General Balance
Ledger Adjustments Sheet
69,055 - 69,055
8,737 - 8,737
2,437 - 2,437
650,066 (349,922) 300,144
730,295 . 380,373
69,000 10,634 ' 79,634
(69,000) 29,622 (39,378)
- l 40,256
730,295 420,629
19,233 - 19,233
674 - 674
227 - 227
3,781 - 3,781
14,494 (8,206) 6,288
136,553 35,409 171,962
174,962 202,165
484,315 (274,219) 210,096
119,210 (67,497) 51,713
603,525 ' 261,809
778,487 - 463,974
1,000 - 1,000
68,000 - 68,000
(117,192) 4,847 (112,345)
(48,192) (43,345)
730,295 ' 420,629

The balances on the general ledger had to be adjusted to allocate 21 7% of total debt used to purchase

Tumiinson Engineering to Counce Gas Company and to report fixed assets that were used in the operations

of both Tumlinson Engineering and Counce Gas Company The calculations of the 21 7% allocation figure

and the hist of fixed assets used in both operations are detailed in Supplemental Schedule E

See accountants' report
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Management
Counce Natural Gas Company
Counce, Tennessee

We have compiled the accompanying forecasted and projected statement of income of
Counce Natural Gas Company, subsidiary of a corporation, as of May 31, 2005, and for the
year then ending, and the accompanying supplementary information contamned in
Schedules A through H, which are presented only for supplementary analysis purposes, In
accordance with attestation standards established by the American Institute of Certified
Public Accountants. The accompanying projection was prepared for obtaining a higher gas
rate to charge to the company’s customers and should not be considered a presentation of
expected future results.

A compilation is imited to presenting in the form of prospective financial statements and
supplementary schedules information that 1s the representation of management and does
not Include evaluation of the support for the assumptions underlying the forecast or
projection. We have not examined the forecast or projection and supplementary schedules
and, accordingly, do not express an opinion or any other form of assurance on them or the
assumptions. Furthermore, because events and circumstances frequently do not occur as
expected, there will usually be differences between the forecasted and actual results, and
even if the Company is able to obtain the requested gas rate increase, there will usually be
differences between the projected and actual results, and those differences may be
matenal. We have no responsibility to update this report for events and circumstances
occurring after the date of this report

We have also compiled the accompanying balance sheet of Counce Natural Gas Company,
subsidiary of a corporation, as of September 30, 2003, and the related statement of income
for the year then ended, in accordance with Statements on Standards for Accounting and
Rewview Services 1ssued by the American Institute of Certified Public Accountants.

A compilation of historical financial statements 1s limited to presenting in the form of
historical financial statements information that is the representation of management We
have not audited or reviewed the accompanying historical financial statements and,
accordingly, do not express an opinion or any other form of assurance on them.



Management has elected to omit substantially all of the disclosures and the statement of
cash flows required by generally accepted accounting principles for the historical financial
statements. If the omitted disclosures and statement of cash flows were included in the
financial statements, they might influence the user's conclusions about the Company'’s
financial position, results of operations, and cash flows Accordingly, the accompanying
historical statements are not designed for those who are not informed about such matters.

West Point, Mississippi
November 10, 2003

M‘%ﬂ{ //%JMJJ%P“C

WATKINS, WARD ano STAFFORD, PLLC
CERTIFIED PUBLIC ACCOUNTANTS



ASSETS

CURRENT ASSETS
Cash
Accounts Recelvable
Meter Deposits
Intercompany Receivables

PROPERTY AND EQUIPMENT
Machinery & Equipment (at cost)
Less Accumulated Depreciation

LIABILITIES AND STOCKHOLDERS' EQUITY

CURRENT LIABILITIES
Accounts Payable
Payroll Tax Liabilities
Sales Tax Payable
Meter Deposits

COUNCE NATURAL GAS COMPANY
Subsidiary of a Corporation
Balance Sheet
September 30, 2003

TOTAL CURRENT ASSETS

TOTAL ASSETS

Current Portion of Notes Payable-Tumlinson & O'Leary

Due to Burnesvilie

LONG-TERM LIABILITIES

Note Payable - Tumlinson & O'Leary

Less Current Portion

Note Payable - Tumlinson & O'Leary

Less Current Portion

STOCKHOLDERS' EQUITY
Capital stock
Paid-in capital
Retained Earnings

See accountants' report

TOTAL CURRENT LIABILITIES

TOTAL LONG-TERM LIABILITIES

TOTAL STOCKHOLDERS' EQUITY

WATKINS, WARD ano STAFFORD, PLLC
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$ 69,055
8,737

2,437
300,144
380,373

79,634

(39,378)

40,256

§__420,629

$ 19,233
674

227

3,781

6,288
171,962
202,165

210,096

51,713
261,809
463,974

1,000
68,000

(112,345)
(43,345)

TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY $ 420,629



COUNCE NATURAL GAS COMPANY
Subsidiary of a Corporation
Statement of Income
Year Ended September 30, 2003

Gross Revenues.
Residential
Commercial
industnal
Other

Total Revenues

Purchased Gas
Gross Margin

Operating Expenses.
Distnbution Expenses - Operation
Repairs - equipment
Supplies
Total Distnbution Expenses - Operation

Administrative and General Expense
Accounting and legal fees
Auto and truck expense
Donations
Dues and subscriptions
Insurance
License
Miscellaneous
Utilities
Office supplies
Postage
Rent
Telephone
Salarnies - officers (see Schedule G)
Salanes - general (see Schedule G)
Total Administrative and General Expenses

Depreciation and Amortization Expense
Taxes Other Than Income Taxes

Taxes - other

Taxes - payroll

Total Taxes Other Than Income Taxes

Income Taxes

Total Operating Expenses

Net Operating Income (Loss)

Interest Expense

Net Income (Loss)

See accountants' report
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50,950

81,300

48,872

8,213
$ 189,335

138,127

51,208

1,052
1,056

9,644
3,761
150
714
6,038
534
120
1,494
480
634
2,635
1,753
20,348
31,574
79,779

6,697
2,447
4,387
6,834
0
94,366
(43,158)

1,388

$ (44,546)



COUNCE NATURAL GAS COMPANY
Subsidrary of a Corporation

STATEMENTS OF FORECASTED AND PROJECTED INCOME

Gross Revenues
Residential
Commencal
Industnal
Other

Total Revenues

Purchased Gas
Gross Margin

Operating Expenses:
Distnibution Expenses - Operation
Repairs - equipment
Supplies
Total Distnbution Expenses - Operation

Administrative and General Expense
Accounting and legal fees
Auto and truck expense
Donations
Dues and subscriptions
Insurance
License
Miscellaneous
Utiites
Office supplies
Postage
Rent
Telephone
Salanes - officers
Salanes - general

Total Administrative and General Expenses

Depreciation Expense
Amortization Expense

Taxes Other Than Income Taxes
Taxes - other
Taxes - payroll
Total Taxes Other Than Income Taxes
Total Operating Expenses
Net Operating Income (Deficit)

Income Taxes
Interest Expense

Net Income

See summary of significant assumptions and accountants' report
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FORECASTED PROJECTED
Current Rate Proposed Rate
Year Ending Year Ending

5/31/05 5/31/05
54,274 72,740
59,849 80,212
87,199 116,869

201,322 269,821
154,088 154,088
47,234 115,733
4 4

1,078 1,078
1,082 1,082
6,810 6,810
3,855 3,855
154 154
732 732
6,189 6,189
547 547
123 123
1,531 1,531
492 492
650 650
2,598 2,598
1,797 1,797
20,958 20,958
32,521 32,521
78,957 78,957
6,697 6,697
2,000 2,000
2,508 2,508
4,519 4,519
7,027 7,027
95,763 95,763
(48,529) 19,970
- 2,427
12,818 12,818
(61,347) 4,725




COUNCE NATURAL GAS COMPANY
SUMMARY OF SIGNIFICANT FORECAST AND PROJECTION ASSUMPTIONS

NOTE A - NATURE OF PRESENTATION

The Corporation 1s a subsidiary of Tumlinson Engimneering, Inc. The purpose of the Company 1s
to distribute natural gas to customers located in Hardin County, Tennessee.

The financial forecast presents, to the best of management’s knowledge and belief, the expected
net income(loss) of the Company for the forecast period. Accordingly, the forecast reflects 1ts
judgment as of November 10, 2003, the date of this forecast, of the expected conditions and 1its
expected course of action. The assumptions disclosed herein are those that management believes
are significant to the forecast. There will usually be differences between the forecasted and
actual results, because events and circumstances frequently do not occur as expected, and those
differences may be material.

This financial projection 1s based on a requested increase to the gas rate charged to the
Company’s customers and present, to the best of management’s knowledge and belief, the
Company’s expected results of operations for the projection period if such gas rate increase is
attamed. Accordingly, this projection reflects its judgment as of November 10, 2003, the date of
this projection, of the expected conditions and 1ts expected course of action 1f such gas rate
Increase is attamed. This presentation is for the purpose of obtaimng the requested gas rate
increase for a corporation that distributes natural gas to its customers and should not be
considered to be a presentation of expected results Accordingly, this projection may not be
useful for other purposes. The assumptions disclosed herein are those that management believes
are significant to the projections. Furthermore, even 1f the gas rate increase 1s attained, there will
usually be differences between projected and actual results because events and circumstances
frequently do not occur as expected, and those differences may be matenal.

The natural gas would be distributed to all classes of customers, residential, commercial, and
industrial, at the same rate based on MCF usage.

NOTE B - REVENUE

Management has projected a base rate increase from $2 1304 per MCF to $6 6449 per MCF for
all customer classes Management assumed that the MCF usage per customer, the number of
active customers, and the class of customer will not change 1n the forecast/projection year from
the historical test period ended September 30, 2003

WATKINS, WARD ano STAFFORD, PLLC
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COUNCE NATURAL GAS COMPANY
SUMMARY OF SIGNIFICANT FORECAST AND PROJECTION ASSUMPTIONS
(CONTINUED)

NOOTE B - REVENUE (CONTINUED)

Management forecasted the revenue by customer type using the current base rate of $2.1304 for
the forecasted attrition year as follows:

Residential 5,977 MCF x ($2.1304 + 6 95) = $ 54,274
Commercial 6,591 MCF x (82 1304 +6.95) =  $ 59,849
Industnial 9,603 MCF x ($2.1304 +695)=  $ 87,199

Management projected the revenue by customer type using the proposed base rate of $5.22 for
the projected attrition year as follows.

Residential 5,977 MCF x (85 22 + 6.95) = $ 72,740
Commercial 6,591 MCF x (8522 + 6.95) = $ 80,212
Industrial 9,603 MCF x (§5 22 + 6.95) = $116,869

Furthermore, management has not forecasted any revenue from tap fees since this type of
revenue accounts for less than 1% of total revenue.

NOTE C - PURCHASED GAS

Management made the assumption that the current PGA adjustment of $6.95/MCF will remarn in
effect in the forecast/projection year. Management assumed that the MCF usage per customer,
the number of active customers, and the class of customer will not change 1n the
forecast/projection year from the historical test period ended September 30, 2003. Therefore, the
purchased gas cost would be $154,088 which 1s the product of 22,171 MCF usage and
$6.95/MCF rate. 22,171 1s the MCF umits used 1n the historical test year ended September 30,
2003

NOTE D - OPERATING EXPENSES

The following summarizes the key assumptions made by management in the forecasted and
projected income statement for the attrition year ending May 31, 2005:

1. Supplies — increasing by 2.5%, which 1s based on the average CPI rate of change over
the last four years ended December 31, 2002.
2 Accounting and legal fees — increasing by 2.5%, which 1s based on the average CPI

rate of change over the last four years ended December 31, 2002 after deducting
$3,000 1n legal fees from the test year ended September 30, 2003, that were not
recurring expenses

WATKINS, WARD ano STAFFORD, PLLC
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COUNCE NATURAL GAS COMPANY

SUMMARY OF SIGNIFICANT FORECAST AND PROJECTION ASSUMPTIONS

(CONTINUED)

NOTE D — OPERATING EXPENSES (CONTINUED)

3

4

10

11.

12

13

14
15

16.

17

18

19
20

21

Auto and truck expenses — increasing by 2 5%, which 1s based on the average CPI
rate of change over the last four years ended December 31, 2002

Donations — increasing by 2 5%, which 1s based on the average CPI rate of change
over the last four years ended December 31, 2002

Dues and subscriptions — increasing by 2 5%, which 1s based on the average CPI rate
of change over the over the last four years ended December 31, 2002

Insurance — increasing by 2.5%, which 1s based on the average CPI rate of change
over the last four years ended December 31, 2002

License — increasing by 2 5%, which 1s based on the average CPI rate of change over
the last four years ended December 31, 2002

Miscellaneous — increasing by 2 5%, which is based on the average CPI rate of
change over the last four years ended December 31, 2002.

Utilities - 1ncreasing by 2 5%, which 1s based on the average CPI rate of change over
the last four years ended December 31, 2002

Office supplies — ncreasing by 2 5%, which 1s based on the average CPI rate of
change over the last four years ended December 31, 2002

Postage — increasing by 2 5%, which is based on the average CPI rate of change over
the last four years ended December 31, 2002

Rent — increasing by 2 5%, which is based on the average CPI rate of change over the
last four years ended December 31, 2002

Telephone — increasing by 2.5%, which 1s based on the average CPI rate of change
over the last four years ended December 31, 2002

Salaries-officers — increasing by 3 0%, which is based on management’s assumption
Salaries-other — increasing by 3 0%, which 1s the rate of increase that management
has agreed to pay its employees 1n the future

Depreciation — represents depreciation of fixed assets presented 1n Supplemental
Schedule F

Amortization — straight-line amortization of $6,000 over 3 years of the legal and
accounting fees associated with this rate increase proposal

Taxes-other — increasing by 2 5%, which 1s based on the average CPI rate of change
over the last four years ended December 31, 2002

Taxes-payroll — 8 45%, which 1s the sum of the FICA and FUTA rates, of salaries
Interest expense — 21 69% of the interest calculated on the amortization schedule
included with this rate case filing Management allocated 21 69% of the principal of
the loan used to purchase Tumlinson Engineering, Inc to Counce Natural Gas
Company The allocation calculation 1s presented 1n Supplemental Schedule E
Income taxes — the calculation 1s presented 1n Supplemental Schedule D
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COUNCE NATURAL GAS COMPANY
Subsidiary of a Corporation
Request for Natural Gas Rate Increase
Cost of Capital Schedule
Supplemental Schedule A

Weighted
Percentage Cost Cost

COST RATE BASE Capital of Capital Rate Rate
Purchase Price of Tumlinson Engineenng, Inc through Debt

(Parent of Counce Natural Gas Company) $1,250,000

% Allocated to Counce Natural Gas 21 69%

Purchase Price Allocated to Counce $ 271,125 95 59% 6 00% 574%
Onginal Cost of Additional Assets since the Purchase $ 10,634

of the Corporation
Accumulated Depreciation @ 9/30/03 $ (4,111)
Legal & Accounting Fees of Rate Case $ 6,000

Net Plant in Service $ 12,523 441% 1000% 0 44%

Total Investment $ 283,648 100 00% 6 18%
TOTAL INVESTMENT $ 283,648
RATE OF RETURN 618%

RETURN $ 17,529

1 Management assumed that the legal and accounting fees associated with this rate case will be $6,000

2 Management assumed a 6% cost rate associated with the purchase of Tumlinson Engineering, Inc since
that 1s the interest rate associated with the debt used in the purchase

3 Management assumed a 10% cost rate for the net carrying value for all of the assets placed in service
since the purchase The 10% cost rate was determined by assuming an additional 4% nisk factor
due to the fact that the company has two industnal customers that account for 43% of the
total MCF usage for the test year ended September 30, 2003 if the Company was to lose either
one of those customers, the Company would be severly impacted financially

See accountants' report
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COUNCE NATURAL GAS COMPANY
Subsidiary of a Corporation
Request for Natural Gas Rate Increase
Revenue Deficiency Schedule
Supplmental Schedule C

Line Amount

1 Investment (Rate Base) $ 283,648

2 Net Operating Income (After Tax, Before Interest) $ (48,529)

3 Earned Rate of Return -1711% (line 2/ line 1)
4 Farr Rate of Return 6 18%

5 Required Net Operating Income $ 17,529

6 Net Operating Income Deficiency $ 66,058 (line 5 - line 2)
7 Revenue Conversion Factor (1/1-tax rate) 15152

8 Revenue Deficiency for the Year W(Ime 6 x hne 7)
9 Factor to Adjust Net Operating Income Not Taxed ' (31,594)

10 Adjusted Revenue Deficiency for the Year W(Ime 8-line 9)

Calculated Requested Base Rate as a result of the Revenue Deficiency

Revenue Deficiency $ 68,497 = 3 0896
MCF usage (test year) 22,171
Current Base Rate 21304
Proposed Base Rate 5 2200

See accountants' report
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Line
1

2

3

COUNCE NATURAL GAS COMPANY
Subsidiary of a Corporation
Request for Natural Gas Rate Increase
Calculation of Income Taxes
Supplemental Schedule D

Fair Return (Net Operating Income)
Interest Expense

Net Income

Required Taxable Income (line 3/(1- 34))

Tax Rate

Income Tax

See accountants' report
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Amount

$ 17,529

$ 12,818

$ 4,711

$ 7,138

34%

$ 2,427



COUNCE NATURAL GAS COMPANY
Subsidiary of a Corporation
Request for Natural Gas Rate Increase
Allocation of Purchase Price to Calculate Cost Rate Base
Supplemental Schedule E

FIXED ASSETS Onginal
Cost % of Total
Tumlinson Engineenng $ 285,071'21 78 16%
Counce Natural Gas 79,634 40 21 84% 21 84%
$ 364,705 61 100 00%

REVENUES (Test Year Ended September 30, 2003)

Revenues % of Total
Tumiinson Engineering $ 690,189 75 78 47%
Counce Natural Gas 189,334 76 21 53% 2153%
$ 879,524 51 100 00%
Average % to Allocate to Calculate the Cost Rate Base 21 69%

This schedule above provides support for allocating 21 69% of the $1,250,000 purchase pnice
to the Counce Natural Gas Company to amve at the Rate Base
reported on the Cost of Capital Supplementary Schedule A

The contract and note agreements of the purchase of Tumlinson Engineenng are

included with this Proposed Rate Increase Application

COUNCE NATURAL GAS COMPANY
DETAIL OF FIXED ASSETS

Counce
Original  Allocation Original

Description Cost % Cost
1 Ton Truck $ 3,500 00 100% 3,500 00
ATV (40% Cost) 4,090 00 40% , 1,636 00
Ford 4000 Tractor (40% Cost) 4,000 00 40% 1,600 00
Canon Copier (40% Cost) 661 00 40% 264 40
Compressor (40% Cost) 4,500 00 40% 1,800 00
Mower & Bush Hog (40% Cost) 1,031 00 40% 412 40
Meters (40% Cost) 3,554 00 40% 1,421 60
Meters 150@$100 each 15,000 00 100% 15,000 00
Pipelines 54,000 00 100% ' 54,000 00
$ 90,336 00 ' 79,634 40

The percentage of the cost of the fixed assets allocated to Counce Gas Company Is based
on the time that the specific asset 1s used in the operations of Counce Gas
Company according to Management

See accountants' report

WATKINS, WARD ano STAFFORD, PLLC
CERTIFIED PUBLIC ACCOUNTANTS



Q
~—
St
2 2
22
¥9 95Z°0¥ 9L LLE'6E €€ LSE'9 £V 070°cE 000 3000 0v ¥€9°6L (€30 puesn m m
»n <
2y
08 £€6'¢€ 08 L8¥°CE LL Y69V €0 €6L°0€ 000 2000 09 1Z¥°0L SINTFWIAOYIIAI ANV < =]
“0¢t TS 00 00¥°9C 00 ooo”nm 00 oow”m 00 ooo“vu 000 000 00 000°bS 96/10/C SANITAdId L m
061 TS €€ EEEL L9999°L 00 000°1 L9 9999 000 000 00 000°S1 96/10/T 001$@0S1 SYALIN 9 <«
0¢l VS L¥ 00T €1 12T LL Y6 9t 971 000 000 09 1Z+°1 10/10/9 LSOO %0¥ SYALIN s =
SINFWIAOUII AN VT .n:okm
£ad
L1908°€ €9 906°1 9¢ 796 L0 vv6 000 2000 082IL'S ININWLINOA ﬂ Y
0¢ TS LSOPT €8 1L1 8v T8 S$¢ 68 000 000 ov N_vﬁ 10/80/6  SOD %0¥ DOH HSNA ¥ YAMOW o1 =
00l TS 000L¥1 00 0€€ 00 081 00 0§1 000 000 000081 10/50/Z1 LS0OD %0t YOSSTIINOD 6
0¢ TS L9081 €L €8 88 ¢ 8 0¢ 000 000 ov vcmn 0/LT/T LSO %0 4140 NONVD 8
0§ TS €E€e6 L9999 00 0Z¢ L9 9%¢ 000 000 00 oow.~ 10/6Z/8 LSOO %0¥ OLOVUL 000y QIO L4
0¢ VS 09186 0¥ ¥59 0z Lte 0Z LTt 000 000 00 9¢9°1 10/12/6 LS0D %0v ALV 4
INTWJINOT dnor5
L9 9IS ££ £€86°1 00 00L €€ €8T°1 000 %000 00 00s°¢ SYMONYL ® SOLNV
0¢ VS L99IS°1 £€ €861 0000 €€ €87°1 000 000 00 00§°¢ 0o/01/21 DAL NOL 1 I
SADRIL ¥ SOXLNV dnorH
pousg pouylsly  anjep joog uohensidsg uonensideg J8lida( anjea 9 dx3ae6/l 1s0) ERITVETS) uondussaq Auadoig . J8ssy
joog  oog 18N oog pu3 joog juaun) joog Joud yoog jes yoog 298 oog joog uj sjeq
H_ 0—=4v£o G ’d+co¢5~oa5m. £002/0€/6 :3A4
| sbed €0/0€/6 - 20/L0/0L Ile3aQ Jessy yoog
- NV €€.6 €002/€0/LL ANVJNOD SYO TVHNLYN 3ONNOD IONNOD




856°0

GeS'LL

€L£°6

125°2E

G290

9¥8°1Z

S0/1€/S
Buipuzg Jea
ajey pasodouyd
a3Lo3aroud

1eaAh Ixau asiel o,¢

leaA |xau asiel o,¢

Jeal Ixau astes y,¢

Jeak 1xau asiel 9,¢

866'0¢ 8pe'02
G8s'LL 8ve'LL
€.£'6 00L'6
Lzs'ee v.G°LE
G901 roe‘olL
9v8‘Lz olz'ile
SO/LElS €0/0€/6
Bujpug sea s papuz
ajey juaiiny Jeaj
d31svo3y04 IvnLov

9 9jnpayds [ejuswajddng
satiejeg Jo 3|npayog
9sealou| ajey seo) |eanje| Joj }sanbay
uofjeiodio) e jo Aieipisqng
ANVdIWOD SVY9 TVINLYN IONNOD

uodais sjuejunodoe asg

solejeg 19d140 [eJ0L
moc:oO 0} _uwuo>ov awn %09
Apteamiq/Lzs$
UOLIOH Apue)
adunoy 0 p8joASp swiy %09
Apieamig/0os$
UCULIOH 9Y)IIy
sauejes 192140

sabep |ejol
90UNOY 0} PBJOAIP BWI %09
Aeamig/se 99¢
Aiejaioeg
80UN0Y 0} PAJOASP BWN %06
Apieamig/oy 906$
Jabeueyy eld

WATKINS, WARD ano STAFFORD, PLLC
CERTIFIED PUBLIC ACCOUNTANTS



COUNCE NATURAL GAS COMPANY
Subsidiary of a Corporation

Reconciliation of General Ledger Totals to the Balance Sheet

September 30, 2003
Supplemental Schedule H

ASSETS

CURRENT ASSETS
Cash
Accounts Recetvable
Meter Deposits
Intercompany Receivables
TOTAL CURRENT ASSETS

PROPERTY AND EQUIPMENT
Machinery & Equipment (at cost)
Less Accumulated Depreciation
TOTAL PROPERTY AND EQUIPMENT

TOTAL ASSETS
LIABILITIES AND STOCKHOLDERS' EQUITY

CURRENT LIABILITIES
Accounts Payable
Payroll Tax Liabilities
Sales Tax Payable
Meter Deposits
Current Portion of Notes Payable-Tumlinson & O'Leary
Due to Burnesville
TOTAL CURRENT LIABILITIES

LONG-TERM LIABILITIES
Note Payable - Tumlinson & O'Leary
Less Current Portion
Note Payable - Tumlinson & O'Leary
Less Curmrent Portion

TOTAL LONG-TERM LIABILITIES

STOCKHOLDERS' EQUITY
Capital stock
Paid-in capital
Retained Earnings
TOTAL STOCKHOLDERS' EQUITY

TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY

$

$

General Balance
Ledger Adjustments Sheet
69,055 - 69,055
8,737 - 8,737
2,437 - 2,437
650,066 (349,922) 300,144
730,295 380,373
69,000 10,634 79,634
(69,000) 29,622 (39,378)
- 40,256
730,295 420,629
19,233 - 19,233
674 - 674
227 - 227
3,781 - 3,781
14,494 (8,206) 6,288
136,553 35,409 171,962
174,962 202,165
484,315 (274,219) 210,096
119,210 . (67,497) 51,713
603,525 261,809
778,487 463,974
1,000 - 1,000
68,000 - 68,000
(117,192) 4,847 (112,345)
(48,192) (43,345)
730,295 420,629

The balances on the general ledger had to be adjusted to allocate 21 7% of total debt used to purchase

Tumlinson Engineenng to Counce Gas Company and to report fixed assets that were used in the operations
of both Tumhinson Engineering and Counce Gas Company The calculations of the 21 7% allocation figure
and the list of fixed assets used in both operations are detailed in Supplemental Schedule E

See accountants' report
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Management
Counce Natural Gas Company
Counce, Tennessee

We have compiled the accompanying forecasted and projected statement of income of
Counce Natural Gas Company, subsidiary of a corporation, as of May 31, 2005, and for the
year then ending, and the accompanying supplementary information contained in
Schedules A through H, which are presented only for supplementary analysis purposes, in
accordance with attestation standards established by the Amencan Institute of Certified
Public Accountants. The accompanying projection was prepared for obtaining a higher gas
rate to charge to the company’s customers and should not be considered a presentation of
expected future results

A compilation 1s imited to presenting in the form of prospective financial statements and
supplementary schedules information that Is the representation of management and does
not include evaluation of the support for the assumptions underlying the forecast or
projection. We have not examined the forecast or projection and supplementary schedules
and, accordingly, do not express an opinion or any other form of assurance on them or the
assumptions. Furthermore, because events and circumstances frequently do not occur as
expected, there will usually be differences between the forecasted and actual results, and
even if the Company Is able to obtain the requested gas rate increase, there will usually be
differences between the projected and actual results, and those differences may be
matenial. We have no responsibility to update this report for events and circumstances
occurring after the date of this report

We have also compiled the accompanying balance sheet of Counce Natural Gas Company,
subsidiary of a corporation, as of September 30, 2003, and the related statement of income
for the year then ended, in accordance with Statements on Standards for Accounting and
Review Services 1ssued by the Amenican Institute of Certified Public Accountants

A compilation of historical financial statements s limited to presenting in the form of
historical financial statements information that i1s the representation of management We
have not audited or reviewed the accompanying historical financial statements and,
accordingly, do not express an opinion or any other form of assurance on them



Management has elected to omit substantially all of the disclosures and the statement of
cash flows required by generally accepted accounting principles for the historical financial
statements If the omitted disclosures and statement of cash flows were included In the
financial statements, they might influence the user's conclusions about the Company’s
financial position, results of operations, and cash flows. Accordingly, the accompanying
historical statements are not designed for those who are not informed about such matters.

West Point, Mississippi
November 10, 2003

/%/%w/, /I/anq/m.a/J%{/’uc
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COUNCE NATURAL GAS COMPANY

Subsidiary of a Corporation

Balance Sheet

ASSETS

CURRENT ASSETS
Cash
Accounts Recelvable
Meter Deposits
Intercompany Recelvables

PROPERTY AND EQUIPMENT
Machinery & Equipment (at cost)
Less Accumulated Depreciation

LIABILITIES AND STOCKHOLDERS' EQUITY

CURRENT LIABILITIES
Accounts Payable
Payroll Tax Liabilities
Sales Tax Payable
Meter Deposits

September 30, 2003

TOTAL CURRENT ASSETS

TOTAL ASSETS

Current Portion of Notes Payable-Tumlinson & O'Leary

Due to Burnesville

LONG-TERM LIABILITIES

Note Payable - Tumlinson & O'Leary

Less Current Portion

Note Payable - Tumlinson & O'Leary

Less Current Portion

STOCKHOLDERS' EQUITY
Capital stock
Paid-in capital
Retained Earnings

See accountants' report

TOTAL CURRENT LIABILITIES

TOTAL LONG-TERM LIABILITIES

TOTAL STOCKHOLDERS' EQUITY

WATKINS, WARD ano STAFFORD, PLLC
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$ 69,055
8,737

2,437
300,144

380,373

79,634

(39,378)

40,256

§__420,620

$ 19,233
674

227

3,781

6,288
171,962
202,165

210,096

51,713
261,809
463,974

1,000
68,000
(112,345)

(43,345)

TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY $ 420,629



COUNCE NATURAL GAS COMPANY
Subsidiary of a Corporation
Statement of Income
Year Ended September 30, 2003

Gross Revenues.
Residential
Commercial
Industnal
Other

Total Revenues

Purchased Gas
Gross Margin

Operating Expenses:
Distnbution Expenses - Operation
Repairs - equipment
Supplies
Total Distnbution Expenses - Operation

Administrative and General Expense
Accounting and legal fees
Auto and truck expense
Donations
Dues and subscnptions
Insurance
License
Miscellaneous
Utilities
Office supples
Postage
Rent
Telephone
Salares - officers (see Schedule G)
Salaries - general (see Schedule G)
Total Administrative and General Expenses

Depreciation and Amortization Expense
Taxes Other Than Income Taxes

Taxes - other

Taxes - payroll

Total Taxes Other Than Income Taxes

Income Taxes

Total Operating Expenses

Net Operating Income (Loss)

Interest Expense

Net Income (Loss)

See accountants' report
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50,950
81,300
48,872
8,213

$ 189,335

138,127

51,208
4
1,052

1,056
9,644
3,761
150
714
6,038
534
120
1,494
480
634
2,535
1,753
20,348
31,574

79,779

6,697
2,447
4,387

6,834

0

94,366

(43,158)
1,388
$ 44,546



COUNCE NATURAL GAS COMPANY
Subsidiary of a Corporation

STATEMENTS OF FORECASTED AND PROJECTED INCOME
FORECASTED PROJECTED
Current Rate Proposed Rate
Year Ending Year Ending
5/31/05 5/31/05
Gross Revenues
Residential $ 54,274 72,740
Commencal 59,849 80,212
Industnal 87,199 116,869
Other
Total Revenues 201,322 269,821
Purchased Gas 154,088 154,088
Gross Margin 47,234 115,733
Operating Expenses.
Distnbution Expenses - Operation
Reparrs - equipment 4 4
Supphes 1,078 1,078
Total Distribution Expenses - Operation 1,082 1,082
Administrative and General Expense
Accounting and legal fees 6,810 6,810
Auto and truck expense 3,855 3,855
Donations 154 154
Dues and subscriptions 732 732
Insurance 6,189 6,189
License 547 547
Miscellaneous 123 123
Utiities 1,531 1,531
Office supplies 492 492
Postage 650 650
Rent 2,598 2,598
Telephone 1,797 1,797
Salaries - officers 20,958 20,958
Salanes - general 32,521 32,521
Total Administrative and General Expenses 78,957 78,957
Depreciation Expense 6,697 6,697
Amortization Expense 2,000 2,000
Taxes Other Than Income Taxes
Taxes - other 2,508 2,508
Taxes - payroll 4,519 4,519
Total Taxes Other Than Income Taxes 7,027 7,027
Total Operating Expenses 95,763 95,763
Net Operating Income (Deficit) (48,529) 19,970
Income Taxes - 2,427
Interest Expense 12,818 12,818
Net Income $ (61,347) 4,725

See summary of significant assumptions and accountants' report

WATKINS, WARD ano STAFFORD, PLLC
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COUNCE NATURAL GAS COMPANY
SUMMARY OF SIGNIFICANT FORECAST AND PROJECTION ASSUMPTIONS

NOTE A - NATURE OF PRESENTATION

The Corporation 1s a subsidiary of Tumlinson Engineering, Inc. The purpose of the Company 1s
to distribute natural gas to customers located 1n Hardin County, Tennessee.

The financial forecast presents, to the best of management’s knowledge and belief, the expected
net income(loss) of the Company for the forecast period Accordingly, the forecast reflects its
judgment as of November 10, 2003, the date of this forecast, of the expected conditions and its
expected course of action. The assumptions disclosed herein are those that management believes
are significant to the forecast. There will usually be differences between the forecasted and
actual results, because events and circumstances frequently do not occur as expected, and those
differences may be matenal.

This financial projection 1s based on a requested increase to the gas rate charged to the
Company’s customers and present, to the best of management’s knowledge and behef, the
Company’s expected results of operations for the projection period 1f such gas rate increase 1s
attained. Accordingly, this projection reflects its judgment as of November 10, 2003, the date of
this projection, of the expected conditions and 1ts expected course of action 1f such gas rate
mcrease 1s attamed. This presentation is for the purpose of obtaining the requested gas rate
increase for a corporation that distributes natural gas to its customers and should not be
considered to be a presentation of expected results. Accordingly, this projection may not be
useful for other purposes. The assumptions disclosed heren are those that management believes
are significant to the projections. Furthermore, even 1f the gas rate increase 1s attained, there will
usually be differences between projected and actual results because events and circumstances
frequently do not occur as expected, and those differences may be material

The natural gas would be distributed to all classes of customers, residential, commercial, and
industnal, at the same rate based on MCF usage.

NOTE B - REVENUE

Management has projected a base rate increase from $2 1304 per MCF to $6 6449 per MCF for
all customer classes. Management assumed that the MCF usage per customer, the number of
active customers, and the class of customer will not change in the forecast/projection year from
the historical test period ended September 30, 2003

WATKINS, WARD ano STAFFORD, PLLC
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COUNCE NATURAL GAS COMPANY
SUMMARY OF SIGNIFICANT FORECAST AND PROJECTION ASSUMPTIONS
(CONTINUED)

NOOTE B - REVENUE (CONTINUED)

Management forecasted the revenue by customer type using the current base rate of $2.1304 for
the forecasted attrition year as follows.

Residential 5,977 MCF x ($2 1304 + 6 95) = $ 54,274
Commercial 6,591 MCF x (82 1304 + 6.95) = $ 59,849
Industral 9,603 MCF x ($2.1304 + 6.95) = $ 87,199

Management projected the revenue by customer type using the proposed base rate of $5 22 for
the projected attrition year as follows-

Residential 5,977 MCF x ($5.22 + 6 95) = $ 72,740
Commercial 6,591 MCF x (85 22 + 6.95) = $ 80,212
Industral 9,603 MCF x ($5.22 + 6.95) = $116,869

Furthermore, management has not forecasted any revenue from tap fees since this type of
revenue accounts for less than 1% of total revenue

NOTE C - PURCHASED GAS

Management made the assumption that the current PGA adjustment of $6 95/MCF will remain in
effect in the forecast/projection year Management assumed that the MCF usage per customer,
the number of active customers, and the class of customer will not change in the
forecast/projection year from the hustorical test period ended September 30, 2003. Therefore, the
purchased gas cost would be $154,088 which 1s the product of 22,171 MCF usage and
$6.95/MCF rate. 22,171 1s the MCF umts used 1n the historical test year ended September 30,
2003

NOTE D - OPERATING EXPENSES

The following summanzes the key assumptions made by management 1n the forecasted and
projected income statement for the attrition year ending May 31, 2005

1. Supplies — increasing by 2.5%, which 1s based on the average CPI rate of change over
the last four years ended December 31, 2002
2 Accounting and legal fees — increasing by 2 5%, which 1s based on the average CPI

rate of change over the last four years ended December 31, 2002 after deducting
$3,000 1n legal fees from the test year ended September 30, 2003, that were not
recurring expenses.

WATKINS, WARD ano STAFFORD, PLLC
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COUNCE NATURAL GAS COMPANY

SUMMARY OF SIGNIFICANT FORECAST AND PROJECTION ASSUMPTIONS

(CONTINUED)

NOTE D - OPERATING EXPENSES (CONTINUED)

3

4

10.

11

12

13.

14
15

16

17

18

19
20

21.

Auto and truck expenses — increasing by 2 5%, which is based on the average CPI
rate of change over the last four years ended December 31, 2002

Donations - increasing by 2 5%, which 1s based on the average CPI rate of change
over the last four years ended December 31, 2002

Dues and subscriptions — increasing by 2 5%, which 1s based on the average CPI rate
of change over the over the last four years ended December 31, 2002

Insurance — increasing by 2.5%, which 1s based on the average CPI rate of change
over the last four years ended December 31, 2002

License — increasing by 2 5%, which 1s based on the average CPI rate of change over
the last four years ended December 31, 2002

Miscellaneous — increasing by 2 5%, which is based on the average CPI rate of
change over the last four years ended December 31, 2002

Utilities - increasing by 2 5%, which 1s based on the average CPI rate of change over
the last four years ended December 31, 2002

Office supplies — increasing by 2 5%, which 1s based on the average CPI rate of
change over the last four years ended December 31, 2002

Postage — increasing by 2 5%, which 1s based on the average CPI rate of change over
the last four years ended December 31, 2002

Rent — increasing by 2 5%, which 1s based on the average CPI rate of change over the
last four years ended December 31, 2002

Telephone — increasing by 2 5%, which 1s based on the average CPI rate of change
over the last four years ended December 31, 2002

Salaries-officers — increasing by 3 0%, which 1s based on management’s assumption
Salaries-other — increasing by 3 0%, which is the rate of increase that management
has agreed to pay 1ts employees 1n the future

Depreciation — represents depreciation of fixed assets presented 1n Supplemental
Schedule F

Amortization — straight-ine amortization of $6,000 over 3 years of the legal and
accounting fees associated with this rate increase proposal

Taxes-other — increasing by 2 5%, which 1s based on the average CPI rate of change
over the last four years ended December 31, 2002

Taxes-payroll — 8 45%, which 1s the sum of the FICA and FUTA rates, of salaries
Interest expense — 21 69% of the interest calculated on the amortization schedule
included with this rate case filing Management allocated 21 69% of the principal of
the loan used to purchase Tumlinson Engineering, Inc to Counce Natural Gas
Company The allocation calculation 1s presented 1n Supplemental Schedule E
Income taxes — the calculation 1s presented 1n Supplemental Schedule D

WATKINS, WARD ano STAFFORD, PLLC
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COUNCE NATURAL GAS COMPANY
Subsidiary of a Corporation
Request for Natural Gas Rate Increase
Cost of Capital Schedule
Supplemental Schedule A

Weighted
Percentage Cost Cost

COST RATE BASE Capital of Capital Rate Rate
Purchase Price of Tumlinson Engineenng, Inc through Debt

(Parent of Counce Natural Gas Company) $1,250,000

% Allocated to Counce Natural Gas 21 69%

Purchase Price Allocated to Counce $ 271,125 95 59% 6 00% 574%
Onginal Cost of Additional Assets since the Purchase $ 10,634

of the Comoration
Accumulated Depreciation @ 9/30/03 $ (4,111)
Legal & Accounting Fees of Rate Case $ 6,000

Net Plant in Service $ 12,523 441% 1000% 044%

Total Investment $ 283,648 100.00% _ 6.18%
TOTAL INVESTMENT $ 283,648
RATE OF RETURN 618%

RETURN $ 17,529

1 Management assumed that the legal and accounting fees assocrated with this rate case will be $6,000

2 Management assumed a 6% cost rate associated with the purchase of Tumlinson Engineenng, Inc since
that is the interest rate associated with the debt used in the purchase

3 Management assumed a 10% cost rate for the net carrying value for all of the assets placed in service
since the purchase The 10% cost rate was determined by assuming an additional 4% nsk factor
due to the fact that the company has two industnal customers that account for 43% of the
total MCF usage for the test year ended September 30, 2003 If the Company was to lose either
one of those customers, the Company would be severly impacted financially

See accountants’ report

WATKINS, WARD ano STAFFORD, PLLC
CERTIFIED PUBLIC ACCOUNTANTS



=

uodai sjuejunoooe seg

088'0¢ 156'p1 | 16€'8 9Zs‘L (W% 73 €096 1659 LL6'S S[ejol
[1%4 3 1314 891 6v1 [4 e £li - sebelany
661'L 961 GOz’ 3 LGl 84 €8 1213 619 Il 062 4 Z8¢ 12 LL (19% €002 Jequisydes
1€€'L 61 SLL'L l 113 84 <9 [A*]% LES PA4" oie Z 652 Ve c9 i €002 isnbny
2G6°L 861 SLL'L l GGl (474 8 GGl 06G iyl 8€¢C < £€9¢ ve 68 LiL €002 Ainp
828'L | voe G8G'L i 12°13 124 68 091 659 8yl Lee 4 [*]*14 12 €L cil €00¢ sunp
0S8°'L | 802 zes't l 602 (%4 60i ol Ll (943 Ley 4 £9¢ ve £8 €Ll €002 Rep
svv'e | eie 6191 l 5184 124 80y 691 G62'L | 6vl 119 Z Lve Ve LEE o] B8 €002 judy
999°¢ [X44 GeL'e l 861 %4 €eL yA " 580 | oSt 56 4 2es e 665 vil £00¢C yolep
699'¢ 144 €8S i 9/9'L &b 0Lv'L 181 99.'¢ 313 SoF'L ¢ 9eL'L e S9L'L GlLL €002 Aenigag
SLL'y £2C 9Z l eeL'c vb 9S6'L 8.1 02’6 | €GL we'e ¢ Sst'lL  G¢ 80S'L 9L} €002 Kenuep
/18°¢ | €2z el 4 L (17 N 5 4 ze9't 6Ll vel'e LGl gL 2 140} &g oL tilL 200z  JequisdaQ
GLL'E 2174 29L') l o9 t44 €Ll €Ll 2212 | iv) ¥60'L ¢ 8144 12 189 LLL 200  JaquenoN
€E5'L {474 p8L'L | £91 [474 981 691 1274 143 60€ Z 88¢ e LGl 0oLl 2002 13qoj0Q
PN slowalsny | oy siBwosND [ SO slewolsn) [ JoN sIewolsn) | Joy | sIewasng | oW s)BWOISN) | JOW  SIBWOISND | JO  SIBWOISND | Jes A YIUOW
el [ejoL Jo# jo# Jo# oL ey o# o # o#
[euIsnpy| [EEIEN) [EQUapIsay [emsnpu; {eJaWIW0) [enuapisay
ITIASNENG JONNOD

g 8|npayog [puswaiddng
£00Z ‘0¢ Jequiejdeg papug Jeap
sajeg seo

uonesodio) e jo liepisqng
ANVJINOD SVY9 TvHNLYN JONNOD

WATKINS, WARD ano STAFFORD, PLLC
CERTIFIED PUBLIC ACCOUNTANTS



COUNCE NATURAL GAS COMPANY .
Subsidiary of a Corporation :
Request for Natural Gas Rate Increase '
Revenue Deficiency Schedule
Supplimental Schedule C

Line Amount |
1 Investment (Rate Base) $ 283,648
2 Net Operating Income (After Tax, Before Interest) $ (48,529)
3 Earned Rate of Return -17 11% (line 2I /line 1)
4 Far Rate of Return 6 18% .
5 Required Net Operating Income $ 17,529 I
6 Net Operating Income Deficiency $ 66,058 (Iine 5: -line 2)
7 Revenue Conversion Factor (1/1-tax rate) 15152 |
8 Revenue Deficiency for the Year W(Ilne 6: xlne 7)
9 Factor to Adjust Net Operating Income Not Taxed (31,594) l
10 Adjusted Revenue Deficiency for. the Year W(Ime 8i- line 9)

Calculated Requested Base Rate as a result of the Revenue Deficiency

Revenue Deficiency $ 68,497 = 30896 i
MCF usage (test year) 22,171 '
Current Base Rate 21304 !

S i

Proposed Base Rate 5 2200 |

See accountants' report

|

!
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COUNCE NATURAL GAS COMPANY
Subsidiary of a Corporation
Request for Natural Gas Rate Increase !
Calculation of Income Taxes '
Supplemental Schedule D i

Line Amount
1 Fair Return (Net Operating Income) $ 17,529
2 Interest Expense $ 12,818
3 Net Income W
4 Required Taxable Income (line 3/(1- 34)) $ 7138
5 Tax Rate ' 34%

|

6 Income Tax W

See accountants' report
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COUNCE NATURAL GAS COMPANY

Subsidiary of a Corporation

Request for Natural Gas Rate Increase

Allocation of Purchase Price to Calculate Cost Rate Base
Supplemental Schedule E

FIXED ASSETS

Tumhinson Engineenng
Counce Natural Gas

REVENUES (Test Year Ended September 30, 2003)

Tumlinson Engineering
Counce Natural Gas

Average % to Allocate to Calculate the Cost Rate Base

This schedule above provides support for allocating 21 69% of the $1,250,000 purchase price
to the Counce Natural Gas Company to arnve at the Rate Base

reported on the Cost of Capital Supplementary Schedule A

The contract and note agreements of the purchase of Tumlinson Engineenng are
included with this Proposed Rate Increase Application

COUNCE NATURAL GAS COMPANY

DETAIL OF FIXED ASSETS

Oniginal  Allocation
Description Cost %
1 Ton Truck $ 3,500 00 100%
ATV (40% Cost) 4,090 00 40%
Ford 4000 Tractor (40% Cost) 4,000 00 40%
Canon Copier (40% Cost) 661 00 40%
Compressor (40% Cost) 4,500 00 40%
Mower & Bush Hog (40% Cost) 1,031 00 40%
Meters (40% Cost) 3,654 00 40%
Meters 150@%$100 each 15,000 00 100%
Pipelines 54,000 00 100%

$ 90,336 00

The percentage of the cost of the fixed assets allocated to Counce Gas Company 1s based
on the time that the specific asset 1s used in the operations of Counce Gas

Company according to Management

See accountants' report

WATKINS, WARD ano STAFFORD, PLL.C
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Oniginal '
Cost % of Total'
285,071 21 78 16%!
79,634 40 21 84%

364,705 61 100 00% '

[

Revenues % of Total '
690,189 75 78 47%

189,334 76 21 53% .

|

879,524 51 100 00% |

21 69%

21 84%

21 53%

Counce
Orignal
Cost

3,500 00

1,636 00
1,600 00
264 40
1,800 00
412 40
1,421 60
15,000 00
54,000 00

. 79,634 40
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COUNCE NATURAL GAS COMPANY
Subsidiary of a Corporation
Reconciliation of General Ledger Totals to the Balance Sheet
September 30, 2003
Supplemental Schedule H

ASSETS

CURRENT ASSETS
Cash
Accounts Recelvable
Meter Deposits
Intercompany Receivables
TOTAL CURRENT ASSETS

PROPERTY AND EQUIPMENT
Machinery & Equipment (at cost)
Less Accumulated Depreciation
TOTAL PROPERTY AND EQUIPMENT

TOTAL ASSETS
LIABILITIES AND STOCKHOLDERS' EQUITY

CURRENT LIABILITIES
Accounts Payable
Payroll Tax Liabihties
Sales Tax Payable
Meter Deposits
Current Portion of Notes Payable-Tumlinson & O'Leary
Due to Burnesville
TOTAL CURRENT LIABILITIES

LONG-TERM LIABILITIES
Note Payable - Tumlinson & O'Leary
Less Current Portion
Note Payable - Tumlinson & O'Leary
Less Current Portion

TOTAL LONG-TERM LIABILITIES

STOCKHOLDERS' EQUITY
Capital stock
Paid-in capital
Retained Eamings
TOTAL STOCKHOLDERS' EQUITY

TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY

$

$

$

General : Balance
Ledger Adjustments. Sheet
69,055 - 69,055
8,737 -, 8,737
2,437 - 2,437
650,066 (349,922) 300,144
730,295 380,373
69,000 10,634 : 79,634
(69,000) 29,622 | (39,378)
- | 40,256
!
730,295 ' 420,629
|
I
i
19,233 . 19,233
674 - 674
227 - 227
3,781 - 3,781
14,494 (8.206) 6,288
136,553 35,409 | 171,962
174,962 | 202,165
l
484,315 (274,219) 210,096
119,210 (67,497) . 51,713
603,525 ! 261,809
778,487 , 463,974
|
1,000 - 1,000
68,000 - 68,000
(117,192) 4,847 ! (112,345)
(48,192) : (43,345)
730,295 ‘

The balances on the general ledger had to be adjusted to allocate 21 7% of total debt used to purchase .
Tumimson Engineering to Counce Gas Company and to report fixed assets that were used in the operations
of both Tumlinson Engineering and Counce Gas Company The calculations of the 21 7% allocation figure

and the list of fixed assets used in both operations are detailed in Supplemental Schedule E

See accountants' report
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